The main purpose of this study is to examine the relationship between risk and performance of commercial bank in Malaysia. This study aims to investigate the impact of bank-specific factors which include liquidity risk, operational risk, and credit risk (microeconomic factors) and gross domestic product (GDP) and inflation rate (macroeconomic factors) on the performance of Malaysian commercial bank over the period of 2011 to 2015. The bank performance is measured by Return on Assets (ROA). The results imply that ratios employed in this study have different effects on the performance of bank. In this study, the findings show that only GDP has positive relationship with ROA. Four factors namely liquidity risk, operational risk, credit risk, and inflation rate have negative relationship with the ROA.
LITERATURE REVIEW
There are several of studies to determine risk and performance of the bank. The study by Said and Tumin (2011) found that there is a relationship between credit and capital ratios on the performance of banks in Malaysia. As measured using GDP, Malaysian banking industry is more command compared to other industry. Malaysian banking subsists of commercial banks, investment banks, Islamic banks, and the foreign bank. Said and Tumin (2011) have used inflation, GDP growth and interest rate for the external measure for their study. The effect of inflation on the bank performance is based on how anticipated or unanticipated the inflation.
In line with the study by Waemustafa and Sukri (2015) , internal and external aspects should be taken to understand how credit risk is getting happen either in conventional banks nor in Islamic banks. To work out with the bank profitability, liquidity risk is used as a vital indicator. It is because liquidity risk is appropriate to calculate the bank deficiency. Decreasing expenses will increase the efficiency and therefore will increase the profitability (Bourke,1989) . It indicates that there is a negative relationship between operating expenses ratio with profitability.
A study by Waemustafa and Sukri (2016) stated that Islamic banks is more risky than conventional bank. A study by Waemustafa and Abdullah (2015) found that there is a no relationship between SSB effectiveness to the choices of Islamic mode of financing by Malaysian Islamic bank. However, there is a relationship between their remuneration. Waemustafa and Abdullah (2015) also stated that there is no relationship between SSBEFF with mode of financing.
However, there is relationship between SSBREMU and FGROWTH. Furthermore, Waemustafa and Sukri (2015) also stated that M3 shows negative relationship between credit risk. difference between the banking system and to evaluate the performance efficiency of the banking system. In this study, they found that a bank with a higher value of operation ratio is better. It is because operation ratio is a good indicator to evaluate the condition of a bank. Higher operation ratio means that a bank is doing well. Besides that, they also used profitability ratio to evaluate the bank ability in generating their profit.
In addition, Return on Average Assets (ROAA) also one of the good indicator to measure the profitability and the higher the ROAA shows a bank has high financial performance. Moreover, the study by Alrawashedh, Sabri, and Ismail (2014) also using liquidity ratio to measure the ability of a bank to meet their short-term obligation.
DESCRIPTIVE ANALYSIS FIGURE 1
Bank can earn profit by giving loans to the borrower. However, banks exposed with credit risk when borrowers default to make repayment of the loan. One of the indicator to measure the credit risk is non-performing loans. The lower the Non-Performing Loans (NPLs) ratio is better for a bank because high NPLs may affected bank in terms of their financial performance. It can be said that NPLs will reduce profit and even the liquidity of banks. As referred to figure 1, it shows the highest credit risk was 2.10 percent in 2011 and the lowest was 0.94 percent in 2013. The credit risk of Maybank shows decreasing in value from 2011 to 2013 and keep on increasing to 2015.
The value of credit risk shows a drastic declining with 0.98 percent difference from 2011 to 2012.
Operational risk also is one of the important indicator of bank's profitability. Operational risk is calculating by using the operating expense ratio. An efficiency in managing expenses will increase a bank's profitability. Bank with a lower operating ratio indicates that the bank has a good indicator of operational efficiency. The lower operational cost may help the bank to increase their Besides than operational risk, liquidity risks also one of the internal factors that can be used to measure the risk of a bank. Bank expose with liquidity risk when the bank may not be able to meet their short-term financing. The lower the liquidity risk indicates that the bank good in managing their assets. The highest liquidity ratio was in 2015 with 12.90 percent and the lowest was in 2012 with 9.88 percent.
FIGURE 2
Net income over total assets is used to measured ROA. ROA is important to evaluate the bank performance. The bank has better managerial performance when the value of ROA is higher.
The higher the ROA is better for a bank. As we can see from the graph above, the ROA of Maybank shows a decreasing and increasing trend over the years. Gross domestic product (GDP) is the most commonly used macroeconomic variables. GDP is used to represent as a countries financial health indicator. GDP represent the value of all goods and services produces of a country. GDP can be used to see how the economic cycle is going through out of the year. GDP in Malaysia shows increase and decrease in value over the five years.
As we referred to the graph above, the highest GDP was in 2014 with 6.0 percent and the lowest was in 2013 with 4.7 percent.
Inflation rate can be defined as the increase in prices of goods or services over the time.
Increasing of inflation will influence the price of goods and services to increase. Increasing in price will decreasing the purchasing power. As referred to the inflation rate graph above, the highest inflation rate in Malaysia within the 5 years was in 2011 with 3.2 percent and the lowest was in 2012 with 1.7 percent. Inflation rate in 2013 and 2015 was share the same value which is 2.10 percent. In 2012, the inflation rate shows a drastic declining from 3.2 percent in 2011 to 1.7 percent in 2012. However, in 2014, the inflation rate shows increasing in value with 1 percent from the previous year. The minimum mean of all variables is between 1.2022 percent for ROA and the maximum mean is 3103.400 which represent the remuneration of audit committee. However, Table 1 also reported standard deviation values for all variables. It observed that the standard deviation falls between a minimum of 0.1023 percent which belongs to ROA and the maximum standard deviation of 330.0255 which belongs to remuneration of audit committee. From the table above, ROE is higher than ROA which 11.83 percent the value of mean and 0.61 percent of the standard deviation. ROA and ROE were the best variables in measuring the profitability and efficiency of the bank. The highest percentage reflects the good sign in bank performance.
The mean leverage is 8.6822 percent which indicates that the debt is 8.7 times more than its equity. The mean of the liquidity ratio is 11.5 percent. Credit risk of MBB in mean from the table 1 is 1.32 percent. This could be explained with the risk appetite of MBB is consider high.
Lower level of credit risk shows a good sign for bank and it reflects the quality of assets for the bank. The study also included with two macroeconomic variables which are GDP and inflation rate. Gross Domestic Product mean 5.3 percent and inflation rate mean 2.44 percent. and liquidity risk by -0.111 percent that means if the return on assets increased the liquidity risk of MBB will decrease. This result supported by the Molyneux and Thorton (1992) which in their study it shows there is negative relationship between ROA and liquidity.
Correlations
In addition, table 2 also shows there is negative correlation between ROA and credit risk by -0.936 percent that means if the return on assets increase the credit risk will decrease. This is supported by Miller and Noulas (1997) where they also found there is negative relationship between credit risk and bank profitability. Moreover, table above also shows there is a negative relationship between ROA and inflation rate by -0.372 percent where this resulted is supported by Molyneux and Thorton (1992) . There is a positive relationship between the variables ROA and GDP by 0.356 percent.
RECOMMENDATION
Since there is negative relationship between credit risk and ROA, Maybank Berhad should take into the high consideration regarding to the credit enquiring activities. In addition, take a precaution step when giving a loan to the borrower. Besides that, it is important to have a good corporate governance in an organization to make sure there is an effective system. A good corporate governance will ensure the shareholders right. Besides, it can increase the accountability and fairness in the global financial system. Moreover, Maybank Berhad also can implement nonfinancing activities to increase their profitability.
CONCLUSION
The objective of this study was to identify the impact of risk towards the performance of commercial bank industry in Malaysia. This study is focused with the Maybank Berhad. The internal variables are included ROE, credit risk, liquidity risk, operational risk and leverage with bank profitability. While for the external variables are included Gross Domestic Product (GDP) and inflation rate. The data of Maybank has taken which covering from 2011 to 2016.
As overall, from the output of SPSS, found that there is positive relationship between remuneration of audit committee, ROE, inflation rate and GDP with the ROA. Furthermore, it also found that index score, credit risk, liquidity risk, operational risk, leverage risk, and inflation rate has negative relationship with the ROA. Credit risk and ROA of Maybank Berhad has a negative relationship which indicates that Maybank Berhad must observe the bad loans because it can give effect to the profitability. Besides that, liquidity risk also was negatively related to ROA. This result indicates that Maybank need to sacrifice their liquidity to gain more profitability. Which this kind of action will turn in increasing the liquidity risk of Maybank Berhad.
In brief, this study has reached its objective in finding the impact of risk towards the performance of commercial bank in Malaysia (Maybank Berhad).
